AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO WESTERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON PRINCE ALBERT MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I was engaged to audit the accompanying financial statements of the Prince Albert 
Municipality, which comprise the statement of financial position as at 30 June 2010, and the 
statement of financial performance, statement of changes in net assets and statement of 
cash flows for the year then ended, a summary of significant accounting policies and other 
explanatory information as set out on pages 4 to 81. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and in the manner required by 
the Local Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 
56 of 2003) (MFMA), the Division of Revenue Act of South Africa, 2009 (Act No. 12 of 
2009) (DoRA). This responsibility includes: designing, implementing and maintaining 
internal control relevant to the preparation and fair presentation of financial statements that 
are free from material misstatement, whether due to fraud or error; selecting and applying 
appropriate accounting policies; and making accounting estimates that are reasonable in 
the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa and section 4 
of the Public Audit Act of South Africa, my responsibility is to express an opinion on the 
financial statements based on conducting the audit in accordance with the International 
Standards on Auditing and General Notice 1570 of 2009 issued in Government Gazette 
32758 of 27 November 2009. Because of the matters described in the Basis for disclaimer 
of opinion paragraphs, however, I was not able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 


Basis for disclaimer of opinion 


Receivables from exchange transactions 

4. Receivables from exchange transactions included in note 19 to the financial statements, is 
misstated by R529 911 in the current financial year. The misstatement comprises debtors 
with credit balances of R529 911 which have not been reclassified as trade and other 
payables. Had the municipality correctly reclassified debtors with credit balances, trade and 
other payables and receivables from exchange transactions would have increased by 
R529 911, respectively. 

Receivables from non-exchange transactions - corresponding amount 

5. The corresponding amount for trade receivables from non-exchange transactions, included 
in note 37 to the financial statements, has been restated from R782 238 to R37 475 
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(R744 763) in order to address a prior year misstatement. No supporting documentation 
could be provided for the restatement. Consequently, I was unable to obtain sufficient 
appropriate audit evidence to satisfy myself of the existence, rights, completeness, and 
valuation of the trade receivables from non-exchange transactions corresponding amount. 
The municipality’s records did not permit the application of alternative audit procedures 
regarding the existence rights, completeness and valuation of trade receivables from non- 
exchange transactions. 

Receivables from non-exchange transactions 

6. The municipality could not provide sufficient appropriate audit evidence to support trade 
receivables from non-exchange transactions of R456 371, as disclosed in note 20 to the 
financial statements. Consequently, I was unable to obtain sufficient appropriate audit 
evidence to satisfy myself of the validity of suspense account balance of R456 371 included 
as part of trade receivables from non-exchange transactions. The municipality’s records did 
not permit the application of alternative audit procedures regarding the existence, rights and 
valuation of trade receivables from non-exchange transactions. 


Trade payables - corresponding amount 

7. As disclosed in note 37.1 to the financial statements, the corresponding amount for trade 
payables has been restated from R2.93 million to R1.30 million (R1.63 million) to address a 
prior year misstatement. No supporting documentation for the restatement could be 
provided. The municipality’s records did not permit the application of alternative audit 
procedures regarding the corresponding amount. Consequently, I was unable to obtain 
sufficient appropriate audit evidence to satisfy myself of the existence, rights and 
obligations, completeness, and valuation of the trade payables corresponding amount of 
R1.3 million. 


Trade payables 

8. The municipality could not provide sufficient appropriate audit evidence to support trade 
payables of R804 326, as disclosed in note 15 to the financial statements. The 
municipality’s records did not permit the application of alternative audit procedures 
regarding the existence, rights and obligation and valuation of unidentified deposits. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy myself 
of the existence, obligation and valuation of unidentified deposits of R804 326 included in 
trade and other payables. 

9. The municipality did not accrue for invoices in respect of goods and services received at 
year end totalling R514 692. Had these invoices been accrued for, the resultant effect 
would have increased both the expenditure for the period by R514 692 and the trade 
payables in the statement of financial position by an equal amount. 


Cash and cash equivalents 

10. Included in cash and cash equivalent are transactions amounting to R399 055 relating to 
the 2010/2011 financial year, as a result of inadequate recording controls. Had the 
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municipality reclassified these transactions, cash and cash equivalents and revenue would 
have decreased by R399 055, respectively. 


Unspent grants - corresponding amount 

11. As disclosed in note 37.1 to the financial statements, the corresponding figure for unspent 
grants has been restated from R3.22 million to R4.03 million (R812 757) to address a prior 
year misstatement. No supporting documentation was available for the restatement. There 
were no satisfactory alternative audit procedures that I could perform to obtain reasonable 
assurance that unspent grants were properly recorded. Consequently, I was unable to 
obtain sufficient appropriate audit evidence to satisfy myself of the existence, rights, 
completeness, and valuation of the unspent grants corresponding figure of R4.03 million. 


Grant revenue 

12. The municipality could not provide sufficient appropriate audit evidence to support 
transactions of R956 924 relating to grant revenue recognised during the year under 
review. There were no satisfactory alternative audit procedures that I could perform to 
obtain reasonable assurance that all grant revenue was recognised based on conditions 
met as per the grant conditions. Consequently, I did not obtain sufficient appropriate audit 
evidence to satisfy myself of the occurrence, completeness and accuracy of grant revenue 
of R956 924. 


Revenue from non-exchange transactions 

13. The municipality did not completely recognise revenue from property rates for the period 
under review as a result of inadequate recording controls. Had this revenue been 
recognised, both property rates would have been increased by R850 584 and receivables 
from non-exchange transactions with an equal amount. 


Revenue from exchange transactions 

14. The municipality did not completely recognise revenue from service charges for the period 
under review as a result of inadequate recording controls. Had this revenue been 
recognised, both service charges and receivables from exchange transactions would have 
increased by R4.22 million. 

Other income 

15. The municipality could not provide sufficient appropriate audit evidence to support 
transactions of R331 465 relating to other income. There were no satisfactory alternative 
audit procedures that I could perform to obtain reasonable assurance that the related other 
income were appropriately recorded. Consequently, I did not obtain sufficient appropriate 
audit evidence to satisfy myself of the occurrence, completeness and accuracy of other 
income of R331 465. 
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General expenditure 

16. The municipality could not provide sufficient appropriate audit evidence to support journal 
entries of R1.22 million relating to general expenses. There were no satisfactory alternative 
audit procedures that I could perform to obtain reasonable assurance that all general 
expenses were properly recorded. Consequently, I did not obtain sufficient appropriate 
audit evidence to satisfy myself of the occurrence, completeness, accuracy, cut-off and 
classification of general expenses of R1.22 million. 

17. The following amounts included in general expenditure were individually immaterial, but 
material in aggregate: 

• An amount of R292 832 for which no sufficient appropriate audit evidence could be 
provided for audit purposes. The municipality’s records did not permit the application of 
alternative audit procedures regarding the occurrence, completeness and accuracy of 
general expenses. 

• An amount of R182 799 which should have been recognised as taxes was incorrectly 
included in general expenses. 

Accumulated surplus 

18. The following amounts included in accumulated surplus were individually immaterial, but 
material when aggregated: 

• An amount of R260 064 was incorrectly recorded as a trade payable when a payable did 
not exist. 

• An amount of R71 956 resulting from a correction of a prior year misstatement with 
regards to accumulated surplus, trade payables and trade receivables. 

• The municipality could not provide sufficient appropriate audit evidence to support 
journal entries of R3.2 million relating to the accumulated surplus account balance. 

There were no satisfactory alternative audit procedures that I could perform to obtain 
reasonable assurance that the accumulated surplus was properly recorded. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as 
to the Rights and obligations, completeness, valuation and existence of accumulated 
surplus of R3.2 million. 


Irregular expenditure 

19. As a result of various instances of non-compliance with chapter 11, part 1 of the MFMA 
relating to supply chain management. Local Government: Municipal Supply Chain 
Management Regulation (SCM regulations) issued in GNR.868 of 30 May 2005, and the 
Prince Albert Municipality Supply Chain Management Policy (SCM policy), irregular 
expenditure to the value of R5.8 million was identified during the audit of procurement and 
contract management, which were not prevented or detected by the municipality’s internal 
control activities. This amount was not disclosed in note 43 to the financial statements as 
required by section 125(2)(e) of the MFMA, resulting in a misstatement of irregular 
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expenditure by R5.8 million. 


Material losses 

20. Material losses on water and electricity disclosed on the financial statements could not be 
verified or agreed to supporting documentation. There were no satisfactory alternative audit 
procedures that I could perform to obtain reasonable assurance that material losses were 
properly disclosed. Consequently, I was unable to determine the occurrence, completeness 
and accuracy of the losses disclosed in note 44.7 to the financial statements. 


Disclaimer of opinion 

21. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 


Additional matters 

I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

22. The supplementary information set out on pages 66 to 69 does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

23. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009, I include below my findings on the report on 
predetermined objectives, compliance with the following key laws and regulations: MFMA, 
DoRA, Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA), and 
financial management (internal control). 

Predetermined objectives 

Non-compliance with regulatory and reporting requirements 

MFMA 

Lack of adoption or implementation of a performance management system 

24. The Prince Albert municipality did not adopt a framework that describes and represents 
how its cycle and processes of performance planning, monitoring, measurement, review, 
reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players, as required in terms of sections 36, 38 
and 41(2) of the MSA, and regulations 7 and 8 of the Municipal Planning and Performance 
Management Regulations, 2001. 


5 



MSA 

No reporting against predetermined objectives, indicators and targets 

25. Contrary to the requirements of section 46 of the MSA and section 121(3)(c) of the MFMA, 
the municipality did not prepare an annual performance report. Consequently the report on 
predetermined objectives was not submitted for audit purposes and the reliability of 
measures in the annual report could not be verified. 

Municipal Planning and Performance Management Regulations, 2001 

Appointment of a performance audit committee 

26. Contrary to the requirement of regulation 14(2)(a), the municipality did not appoint a 
performance audit committee. 


Compliance with laws and regulations 

MFMA 

Internal audit unit not effective 

27. The internal audit unit of the municipality did not comply with its roles and responsibilities 
as set out in section 165(2) of the MFMA. 

Expenditure was incurred otherwise than in accordance with section 15 of the MFMA 

resulting in unauthorised expenditure 

28. Expenditure was not incurred in accordance with the approved budget of the municipality 
and exceeded the limits of the amounts appropriated for the different votes in the approved 
budget of the municipality. As disclosed in note 43 to the financial statements, unauthorised 
expenditure to the value of R6.45 million was incurred due to the actual expenditure 
exceeding the approved budget. 


General financial management functions were not in accordance with section 62(1) 

29. Contrary to the requirements set out in section 62(1) of the MFMA, the accounting officer 
did not take all reasonable steps to ensure that full and proper records are kept in 
accordance with prescribed norms and standards, and maintain effective, efficient and 
transparent systems of internal control as required by legislation for assets and liabilities, 
debtors and revenue and creditors and payments. 


INTERNAL CONTROL 

30. I considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the relevant laws and regulations. 
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but not for the purpose of expressing an opinion on the effectiveness of internal control. 

31. The matters reported below are limited to the significant deficiencies regarding the basis for 
disclaimer of opinion paragraph, the findings on the report on predetermined objectives and 
the findings on compliance with laws and regulations. 


Leadership 

32. Actions were not taken to address risks relating to the achievement of complete and 
accurate financial reporting. The municipality has not developed a financial management 
improvement plan to address the findings and internal control deficiencies raised during the 
audit of the 2008-09 financial years. The leadership did not exercise adequate oversight 
responsibility over financial reporting and compliance to legislative requirements resulting in 
lapses in accurate and complete financial reporting. 


Financial and performance management 

33. Pertinent information is not identified and captured in a form and time frame to support 
financial reporting. Significant delays were experienced in obtaining sufficient appropriate 
audit evidence to substantiate the disclosures and transactions in the financial statements. 
The financial statements were also not adequately reviewed for completeness and 
accuracy prior to submission for audit. Key controls over the financial reporting processes 
have also not been implemented to manage the risk of material misstatement to the 
financial statements. The basic accounting disciplines of clearing suspense accounts and 
regular reconciliations of bank balances, trade receivables and accounts payable and 
revenue transactions have not been performed. This resulted in material misstatements in 
the financial statements, which could have been prevented had monitoring mechanisms 
been put in place by the leadership of the municipality. 


Governance 

34. Management has not performed a risk assessment and, therefore, has not formulated an 
appropriate risk plan to design and implement appropriate internal controls to adequately 
detect and prevent a misstatement to the financial statements. The municipality has not 
implemented or formulated a fraud prevention plan as required in terms of the MFMA to 
adequately manage fraud risks. 

35. No performance information audit committee has been established to assess the quality, 
accuracy and integrity of the performance information reports compiled as well as providing 
guidance on areas where internal control deficiencies are identified within the performance 
information reporting processes. 

36. The established internal audit function does not operate in accordance with a formal 
internal audit plan and consists of only one auditor that visits the municipality periodically. 
Based on the internal control deficiencies identified, the internal audit function was not 
effective during the year. The audit committee has only been appointed for part of the 
financial period and due to internal audit not being effective was, therefore, not in a position 
to adequately perform their duties in terms of the audit committee charter. 
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Cape Town 

20 December 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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